State of South Dakota

SEVENTY-SEVENTH SESSION
LEGISLATIVE ASSEMBLY, 2002

10

11

12

13

14

118H0353
HOUSE BILL No. 1244

Introduced by: Representatives Broderick, Brown (Richard), Duniphan, Heineman, McCoy,
Murschel, Napoli, Smidt, Solum, and Van Etten and Senators Munson,
Hutmacher, and McCracken

FOR AN ACT ENTITLED, AnAct to allow the assets of the South Dakota Retirement System
to be invested in venture capital.
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF SOUTH DAKOTA:

Section 1. That § 3-12-117 be amended to read as follows:

3-12-117. The State Investment Council as provided in § 4-5-12 is respongble for the
investment of the assets of the system. The Investment Council may pool the several retirement
fundsfor investment purposes and theinvestment of such fundsisnot restricted by the provisions
of § 4-5-26, but is governed by the provisions of § 4-5-27. Howeverthe-assetsof the-system
mayHotbetsed-as venture-capital:

Section 2. That chapter 4-5 be amended by adding thereto a NEW SECTION to read as
follows:

The State I nvestment Council may make venture capital investmentsin venture capital funds
organized for the purpose of investing in equity or equity participating instruments which meet

the following requirements. To qualify as a venture capital fund in which the State I nvestment
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-2- HB 1244

Council may invest funds pursuant to this chapter, the venture capital fund shall includein its
articles of incorporation, bylaws, or partnership agreement the following provisons.

(1) Except for temporary investmentsin money market instruments, the venture capital
fund ghall invest solely in entrepreneurial business which meet at least two of the
following criteria:

(@) Itsheadquartersislocated in South Dakota;
(b)  Itsmajor business as measured by value added isin South Dakota, or
(c) A majority of its employees are located in South Dakota;

(2) Theventurecapital fund investments shall be diversfied both by percentage of assets
in any one investment and by diversification of industries in which investments are
made;

(3) The venture capital fund may have no geographical restrictions on investment
opportunities within South Dakota.

Section 3. That chapter 4-5 be amended by adding thereto a NEW SECTION to read as

follows:

The State I nvestment Council's participation inany venture capital fund may not exceed one-
third of thetotal equity fundsinvested inthefund. The State | nvestment Council may invest only
in limited liability entities.

Section 4. That chapter 4-5 be amended by adding thereto a NEW SECTION to read as
follows:

In order for the State Investment Council to invest in a venture capital fund, the venture
capital fund meet the following criteria:

(1) The venture capital fund must have an elected board of directors and, if the State

Investment Council requires, agree to accept a designee of the State Investment
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Council to the governing body of the venture fund if organized other than as a
corporation;

(2) Theventurecapital fund must have afull-time capital manager or submit an alternate
plan for obtaining expertise acceptable to the State I nvestment Council;

(3) Theventurecapital fund must agreeto provide the State Investment Council with an
audited annual financial statement; four quarterly financial statements; and, at the
request of the State Investment Council, at least one oral report per year to the State
Investment Council.

Section 5. That chapter 4-5 be amended by adding thereto a NEW SECTION to read as

follows:

The State Investment Council may not invest more than the greater of one-half of one
percent of the assets of the South Dakota Retirement System or thirty million dollarsin venture
capital.

Section 6. That chapter 4-5 be amended by adding thereto a NEW SECTION to read as
follows:

Section 7. The State Investment Council may promulgate rules, pursuant to chapter 1-26,

to implement the provisions of this Act.



